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EXECUTIVE SUMMARY

What is conventiondly known as a country’s “ bankruptcy” regime is unique among commercid
laws and procedures. Thisis because determinationsin bankruptcy and the rearrangement of
firm capital, management and ownership (caled restructuring or business restructuring) are at
once retroactive and prospective. And because such decisonsentall  ajudgment on the
comprehensve performance of the debtor. Finaly, such complicated determinations are made
in the mogt exacting of commercia contexts —when the debtor is, by definition, in extremis or
nearly s0. A regime that facilitates restructuring and resolves bankruptcy issues thus determines
questions of capita and resource alocation for a given debtor, and sometimes for an entire
indudtry. A country’ s entire financial community, to say nothing of internationa financiers, are
implicated if not actively involved.

As such, businessrestructuring and bankruptcy policy offer the classic and perhaps the only
case in which free market dynamics permit and even encourage active economic policy-
making from judges, lawyers and management consultants. No other judicid involvement in the
commercia law context even comes close. For this, bankruptcy and restructuring policy area
bellwether in gauging any country’s progress toward market liberal economic reforms.

With thisin mind, USAID authorized the AMIR Capitd Markets Component in an SOW of
April 19 to examine the adequacy of the present regime for bankruptcy and business
restructuring in Jordan, focusing most immediately on both a diagnostic review of the articleson
bankruptcy and restructuring in the Jordanian Commercial Code and recommendations for
reform congstent with “internationaly accepted best practices’ going forward. Given the nature
of the task, AMIR Capital Markets promptly formed an interdisciplinary lega and busness
team of both loca and international experts to conduct the assessment. Mr. Kdly's short-
term consultancy between May 14 and May 28 in large part formed the catalyst for the focused
effort of the interdisciplinary team to date and has culminated in this report, which is coauthored
by team members.

In brief, most economiesin trangition have bankruptcy and restructuring regimes. But few arein
fact a prominent feature of atrangtional economy’s actud policy-making. Thisis because
businesses do not use ether formal bankruptcy or restructuring procedures. Asthe field work
memoridized in Appendix A makes clear, Jordan is no exception here. At the sametime,
agpects of the Jordanian regime offer clues asto the direction areform effort should take, thus
offering the opportunity to bring to joinder the two mandates of the SOW, diagnosis and
recommendation. Both processes inevitably lead to the question: why is reform of the business
restructuring and bankruptcy regime in Jordan important - and why now? Among the answers
most appropriate are:

-mor e efficient use of local capital —an economy amsto have loca capital be used in the
most efficient manner, facilitating the participation of al sectorsin economic growth. Thisis
particularly relevant when, asin Jordan’s case, alack of baance in foreign investment exigs.
Hence, areform law that supports transparent business restructuring and bankruptcy
proceedings dedling with the interests of al providers of capital and resolvesissues of capital
and as=t dlocation in amanner that is comprehensive and binding is of the essence.
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-accelerated foreign investment — Jordan needs to accelerate the transfers of new
technologies and management dtrategies. But these follow, not precede, an inflow of foreign
capitd. And foreign capitd will only come if investors have confidence in areform law for
restructuring and bankruptcy that has been stable, predictable and, of necessity, working.

-continued sophistication in capital markets—the salutary development of Jordan’s capital
market rests on the principle of, among others, trangparent disclosure of business opportunity,
which transparency at point of investment will be advanced when startups as would be debtors
redize that, in a“worg case” investment scenario, the various aspects of their business
operations will be made transparent in any case, as represented in areform law.

-increased availability of bank credit - the phenomenon of firms having multiple creditors
and becoming the object of sophisticated |oan syndications will increase when creditors have the
assurance that they can participate in dl inclusive, transparent and multilateral business
restructuring negotiations that are binding on al concerned, as embodied in areform law.

Each of the above four advantages demands a regime that can actudly be implemented and that
means giving debtors and creditors the economic motivation to participate in business
restructuring and bankruptcy. A summary of Part | of the report brings to bear four key
standards for both diagnosis and recommendation. A reform law will provide the necessary
economic motivation to the domestic and internationd financid communities and the other
gakeholdersin an increasingly interactive corporate economy to participate in the new regime
for business restructuring and bankruptcy, provided that the reform law:

*provides for resource allocation that is efficient rather than punitive— few Jordanian
firms file for restructuring or bankruptcy asthe present law stigmatizes debtor failure to pay
and gives the creditor little incentive to resolve a dispute but thorough less than transparent one-
on-one dedling with the debtor. The discussion in Title| of the diagnos's and recommendation
in Part | identifies this problem and offers economic incentives, rather than punitive measures, to
bring the debtor and the creditors together in a constructive, comprehensive and transparent
didogue as to future direction.

*maximizes the number and influence of economic actors and minimizesthat of
administrative ones - the present law takes little account of either the economic differences
among creditors or of their need to participate and guide bankruptcy procedures and especidly
restructuring procedures. It appearsto instead rely on avague, residua authority of the court,
that body having both the least economic interest in reaching a resolution and the least business
acumento do so. Titlell of the diagnosis and recommendationsin Part | clears the path for the
entry of the debtor and creditors, the economic actors, into restructuring and bankruptcy
proceedings. TitlesIll and IV eaborate in much grester detail than the present law on the
workings of such ingtitutions as trustees and classes of creditors to ensure amore participatory,
indusve business restructuring and bankruptcy process.

*facilitates economic calculations by setting forth a “ roadmap” for the economic actor
at each stage of proceedings - the present law provides merdly atheoretical basis for
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restructuring as an dternative to bankruptcy, leaving less transparent, unilatera business
liquidation as the practical dternative for Jordanian businesses. Titles |1l and IV of the diagnosis
and recommendations in Part | are designed to steer economic calculations away from
liquidation in favor of restructuring and the legitimate rdiance interests of dl partiesin the terms
of the restructuring agreement, even in the context of bankruptcy proceedings.

* confinesthe regime’s social policy aimto efficient resource allocation —though not as
explicitly in favor of datist socid policies asthelaws of some other trangitiona economies, the
present Jordanian law contains normative aspects that impede the god of efficient capitd flow
and resource alocation, especidly through use of punitive measures and the prohibition on
“fraudulent bankruptcy” as an instrument to avoid obligation. Asnoted, Title| of the diagnoss
and recommendation in Part | relies on economic incentive to subgtitute for punitive measures as
ameans to bring parties to restructuring and bankruptcy proceedings. Titles1-VI1 throughout
even hypothesize that it may be possible to create areform law that does not employ the
culturdly pgorative term “bankruptcy” in order to encourage popular use of the reform business
restructuring and bankruptcy processes (opting for the more forward looking, constructive term
“judicidly approved discharge’ or “JAD” ingtead of the term “bankruptcy”). Part Il on reform
in the overal context of Jordanian law further suggests that such examination of untoward

debtor behavior as occurs under civil law be confined to an action by an individua aggrieved
creditor againg the debtor under areform Law on Fraudulent Conveyances, outside the
restructuring and bankruptcy processes.

Appendices A and B respectively et for the field and andytical work supporting these points
of Executive Summary.



PART |

POLICY MATRIX - Diagnogtic on the Present Articles  on Bankruptcy in the Commercia
Code and Proposed Recommendations for a Reform “Law on Business Restructuring and
Judicialy Approved Discharge’

The tripartite matrix identifies issues by satement of problem, solution and rationde. It is neither
designed to be a detailed andlysis of each aspect of the current Jordanian reorganization and
bankruptcy nor a*“from scratch” diagram of areform Law on Business Restructuring and
Judicidly Approved Discharge. Rather, the Policy Matrix isdesigned asafirst step to
conddering the terms of asubgtantiadly revised Jordanian law. Assuch, it will both identify in
capsulated form the inadequacies of the present articles in the Commercia Code (caled herein
the “present law™) and offer an outline of proposed solutions and the rationale for advancing
same. Itisof nature askeletal statement of both problems and solutions.  The andysisis
neither reective in focusing exclusively on the present law nor theoreticd in entirely ignoring it.
Rather, the Policy Matrix is designed as a blueprint for the eventud drafting of areform law.
Accordingly, the order of presentation below conforms neither to the order to the text of the
current law nor to alisting of problemsin the order of those having greatest priority. Rather, it
is an atempt at aroadmap, apractical plan of organization to assist in the commencement of
drafting areform law. It atemptsto present the issuesin logica sequence.

Business Restructuring and Judicially Approved Discharge: Natureand Goals (Basis
for Titlel of Reform Law)

#1 Problem Assessment:  The present law does not explicitly define or distinguish
restructuring from Judicialy Approved Discharge (or JAD, aeuphemism for bankruptcy) asa
meatter of definition.

Proposed Solution: Thereisaneed for substantidly revised initid articlesin areform law which
7



define restructuring as a public and transparent process by which a debtor’ s disputes with
debtor’s creditors are smultaneoudy and publicly resolved through court supervision pursuant
to voluntary agreement among the parties, the terms of which may, but need naot, result in partid
liquidation of debtor assets and/or partiad discharge, and the god of which is continuation of at
least some part of debtor’s business. Business restructuring is firmly embedded in Jordanian
jurisprudence as evidence of the principle that reduction or rescheduling of debt cannot take
place absent express legd authorization. Art. 334, Civil Code. Additiond articles should
discussJAD. Though business restructuring entails some ement of court gpprova, JAD is
different. It isacourt-supervised process the end of which resultsin full discharge of debtor
obligations by means of full liquidation. Both restructuring and JAD entall the retirement of debt
through the explicit consideration of the collective interests of debtor’s creditors and their active
participation in the restructuring and JAD processes.

Rationde: Thereis aneed to both give the debtor and creditor the motive to use the laws and
distinguish restructuring and JAD  from liquidation under Articles 266 - 286 of the Companies
Law. Referenceto the means of liquidation and the god of discharge gives the debtor motive
to file; reference to collective creditor participation gives the creditor motiveto fileaswdl as
distinguishes restructuring and JAD from mere liquidation, which is a unilateral exercise on the
part of the debtor.

#2 Problem Assessment: The present law hasanarrow understanding of the stay of
proceedings as a feature of filing for restructuring or JAD.

Proposed Solution: Revised articles should expand and amend Articles 295 and 329 of the
present law to gpply the stay to prohibit informal collection efforts by creditors againgt the
debtor aswell as formad lawsuits for collection. Such articles should also gpply the stay to put a
stop to forecl osure and execution proceedings on secured property.

Retionde: Along with discharge and collective creditor involvement, the stay gives both debtors
and creditors motive to use the reform law. The stay operatesto both protect the debtor and
assure the creditor that the single creditor’ sinterests are protected relative to the claims of other
creditors, pending comprehensive treetment of creditor clams. The stay dso digtinguishes
restructuring or JAD under the reform law from liquidation under the Companies Law, the |atter
of which does not provide for astay. The stay on foreclosure and execution against secured
property is essentia to providing secured parties with the incentive to participate in restructuring
and JAD proceedings.

Thus, in the initid Title of the reform law, debtors and creditors are: (1) immediately given
motivation to use the reform law through reference to the long-term gods of discharge and
liquidation through creditor participation; (2) told what distinguishes the reform law from mere
liquidation procedures, and (3) advised that a short-term benefit of using the reform law is the
dtay, which isaunique feature of restructuring and JAD.

#3 Problem Assessment. The present law does not ensure maximum flexibility in trangtion
from restructuring to JAD without initiating new proceedings and vice versa. Articles 290 -
315 and 383 - 408 of the present law deal with restructuring either in the context of
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bankruptcy prevention or through “smple agreement” following judicid declaration of
bankruptcy as ameans of avoiding indiscriminate liquidation without substantia creditor input.
Articles 290 - 315 of the present law perceive restructuring and JAD (i.e., bankruptcy) as
opposites while Articles 383 — 408 see them asinseparable. The present law does not view
restructuring and JAD as two distinct choices, ether of which might be viewed as
contemporaneous options.

Proposed Solution: New articles should explicitly provide that upon a vote of two-thirds of
creditors and three-quarters of secured creditors, a JAD proceeding may become a
restructuring proceeding and vice ver sa.

Rationale: The stark choice between a preventive concordat and a declaration of bankruptcy
inthe present law reinforces the public perception that views bankruptcy as adrastic measure,
a“point of no return.” The present law itself thereby condemnsitsdlf to irrdlevance and disuse.
The proposed solution not only reinforces the view of Articles 383 - 408 of the present law
that the“smple agreement” may be an dternate to bankruptcy and totd liquidation, but
provides that the debtor and creditors may opt out of the JAD construct and enter into a
restructuring a any time, even after the court has formally declared a party subject to the find
stages of JAD (i.e, in the present law, when the court declares the debtor bankrupt). Thiswill
fadilitate filings for JAD by shattering the perception of tragic inevitability currently
characterizing the Jordanian business community’ s views toward traditiona bankruptcy. 1t will
asofadlitate filingsfor regtructuring. Thisis because the possibility of converson from
restructuring to JAD will give the creditors leverage over the debtor in restructuring discussons,
thereby convincing creditors that they will not be involved in endless dilatory restructuring
discussions with the debtor.

#4 Problem Assessment:  Article 326 and sub article 3 of Article 327 of the present law are
heavily punitive.

Proposed Solution: Part of the solution has dready been provided supra. Itisto use such
means as discharge and creditor participation in restructuring and JAD proceedings to provide
economic incentives for debtor and creditor filings, respectively.

Rationde The punitive character of the present law has helped ensure that it will not be used.
Thisisto the detriment of a public and trangparent decision-making process that enjoys the
confidence of the public by ensuring the flow of resources based on neutral economic
congderations.

#5 Problem Assessment: Discharge isthe goa of bankruptcy from the debtor’ s stland point, yet
the present law neither defines when discharge occurs nor sets forth what obligations are not
subject to discharge.

Proposed Solution: Two new articles should address the problem. Thefirgt should stipulate in
the most exact, concrete terms what evidences discharge and when dischargeis granted. Asa
juridica matter this would occur: (1) by a court order attending acceptance of the restructuring
plan; (2) in the context of JAD, upon the earlier of: (a) thefind judicid order pronouncing the
debtor bankrupt and dissolved; or (b) actud liquidation of the company. A second article
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would st forth those obligations not subject to discharge (typica examplesinclude fines and
penatiesimposed for violations of pend or crimina laws and taxes due as aresult of tax
evason).

Rationale: Asnoted supra, specificity in the law enhances the law’ s credibility. Article 418 of
the present law discusses priorities for such matters as taxes due, yet the law fails to discuss
exemptions from discharge. Clear guiddines are necessary in order to underline the
commitment of the law to discharge as agod and to preclude the judiciary from arbitrary,
incons stent decison-making on this centra point.

Commencement of Proceedingsfor Business Restructuring or Judicially Approved
Discharge (Basisfor Titlell of a Reform Law)

#1 Problem Assessment:  In requiring the debtor to file when the debtor has not made
payment, the present law neither gives the debtor the incentive to file nor express guidance asto
when the debtor should file.

Proposed Solution: A reform law should abolish requirements to file for restructuring or JAD
proceedings. Sufficient economic incentives for creditor filing should be provided, asindicated in
guiddinesfor arevised Title | supra, so that no lega obligation for filing need be imposed on the
debtor. Article 290 of the present law would thereby be effectively be repealed by permitting
creditorsto file for restructuring at any time.

Rationde: The compulsory goproach of Article 318 of the present law to filing for restructuring
or bankruptcy has not worked; the present Jordanian law is not used. In addition to providing
insufficient economic incentive to file, the present Jordanian law leavesit to guesswork asto
when the debtor should file by confusing the debtor’s unwillingnessto pay for the debtor’s
inability to repay. Restructuring and JAD concern only the latter. Aslong asareform law gives
sufficient incentive to creditor filings by providing for creditor participation in the JAD and
restructuring processes, as et forth supra, the debtor’ s failure to enter bankruptcy voluntarily
need not be of primary concern. Merefiling should not occasion great burdens. For example,
Article 175 of the Companies Law does not require shareholder approva to affect afiling in
restructuring or JAD.

#2 Problem Assessment: The present law provides neither the debtor nor the creditor with
specific direction as to the “where’ and “how” of filing.

Proposed Solution: Thereis aneed for new articles that both precisely identify courts of first
ingtance as the courts handling  restructuring and JAD and that amend Article 317 of the
present law in the interests of flexibility to provide that filing will take place in the court nearest
the location of the debtor’s or the creditor’s principa place of business, at the dection of the
party filing. An additiond article should require thet the party filing should file the agreement
giving rise to the indebtedness in question atached to asmple, Sgned statement by the filing
party of the circumstances giving rise to indebtedness, including creditor demands on the debtor,
asthe bagsfor thefiling.
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Rationde: The debtor of modest means, and even the creditor, needs to be informed by the law
asto where and how to at least begin proceedings for restructuring and JAD. A reform law
should provide concrete ingtruction on where and what to file.

#3 Problem Assessment: The present law exercises no control over suitsfor JAD and
restructuring brought by creditors, thus giving rise to abuse of the court system and these
processes.

Proposed Solution: A new article should confine suits for JAD and restructuring to a“ significant
group” of creditors, defined in terms of: (&) creditors holding some percentage of the total
indebtedness of the debtor; or (b) a certain number of secured creditors of the debtor. A
second article would aso exclude “contralling persons’ of the debtor from being considered as
creditorsfor filing purposes. Controlling personswould be: (&) employees, officers, directors
or managers of the debtor; (b) parties having adirect or indirect equity or partnership interest in
the debtor’ s estate that equals or exceeds some % of the capital or the debtor; (C) parties
having the option through management contract or other device to purchase an interest in the
debtor’ s estate that equals or exceeds a certain percentage (e.g., 5%); and (d) representatives,
agents or employees of any party who is deemed a controlling person under (8)- (c). (This
second article would make clear that disgualification from being considered a creditor for filing
purposesin no way prejudices the rights of such creditor to participate in restructuring and JAD
proceedings or jeopardizes such creditor’ s ability to recover on indebtedness).  Findly, athird
article would limit creditor filings when the indebtedness of the creditor isless than the grester
of: (a) some amount —say, 10,000 JD; or (b) one haf of any amount legally required for
capitdization of the debtor.

Retionadle: Restructuring and JAD proceedings are not to be confused with routine lawsuits for
collection. Filingsfor JAD or restructuring by creditorsin particular offer the potentia for abuse
of the court system unless some legd limit on filingsisimposed. Such gatutorily imposed limits
will relieve an otherwise congested court docket. See AMIR Report, “1ssues of Jordanian Civil
and Commercid Justice”, March, 2000. Again, such limits do not totally foreclose creditor
remedies — actions for collection and against the debtor for fraudulent conveyances, see Part 1
- will remain available.

Proceedings for Business Restructuring (Basisfor Titlel11 of a Reform Law)

#1 Problem Assessment: Consistent with the initial Problem Assessment supra, the present law
not only does not define restructuring, it does not identify the means undertaken to achieve
same.

Proposed Solution: A new article should expressly indicate that, subject to the terms of the
reform law, restructuring may be achieved by any means deemed appropriate by the parties,
including but not limited to asset recovery through partia liquidation, partid discharge, debt-to-
equity conversion, changes in the classes of shareholders and changes in the management of the
debtor, the “write off” of debt and interest payments or a combination of these.
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Rationde: The present law does not convey a sense of the broad possibilities permitted by
resructuring. Parties will only be mativated to engage in restructuring if they have this
awareness.

#2 Problem Assessment: The restructuring provisons of Articles 290 - 315 (relative to
concordat) and Articles 363 - 408 (relative to the so called “Smple agreement”) of the present
law employ different sandards, dthough each resultsin restructuring. For example, creditor
filing is precluded in the former case but, on the other extreme, creditor super mgjority consent
isrequired for the latter. Thislack of uniformity precludes prompt resolution of indebtedness
issues by postponing effective creditor involvement early in the restructuring proceedings. It
thus perpetuates economic inefficienciesin faling firms.

Proposed Solution: A revised law should feature omnibus restructuring procedures, with
standards that apply at al times, regardlessof whether a particular procedure such asa
declaration that the debtor will proceed to the final stages of JAD (i.e., regardless of whether
the court has declared a party bankrupt under the present law).

Rationale: Articles 290-315 of the present law seem to ascribe great importance to
restructuring through concordat as the meansto avoid JAD. Y€, the samelogic should also
apply to avoidance of JAD later in the proceedings.

#3 Problem Assessment: The present law does not recognize that differences among creditors
can and should impact the restructuring process.

Proposed Solution: Three new articles should a a minimum recognize thet differences exist
among priority, secured and non-secured creditors and that, at a minimum, each of these needs
to be represented as through its own officia class in the negotiation of arestructuring plan. A
second article should obligate the court to create additiona classes of genera creditorsif: (i)
two-thirds of the generd creditors approve such divison; (ii) there is an economic basis for such
divison (eg., certain non-secured creditors have clams against the debtor based on the failure
of acertain part of the debtor’s businessto perform or certain unsecured creditors have a
common interest by having had clams due a the sametime). A third article would dipulate
that each class be represented by atrustee, having the qudifications and powers tipulated
below.

Rationde: Article 338, sub article 3 of the present law states that a different number of trustees
may exig, thusintimating thet creditors may have divergent interests. The solution proposed
elaborates.

#4 Problem Assessment: Articles 373-74 of the present law provide for filing of proof of clam
but only discuss same in the context of JAD, thus precluding clear identification of restructuring
and meaningful participation of creditorsin the restructuring process.

Proposed Solution: A revised article should require compulsory court notification to the public

of afiling for restructuring and require the filing of creditor proofs of clam within 30 days of

such public notice.  The revised article would continue that  creditors would file the same

information as that required for the initid filing noted supra and that creditors subject to the
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“dgnificant group” standard for initidly filing need not again provide information as to proof of
dam.

Rationde: The present law reflects the erroneous view that classes of creditors are only relevant
to aplan of digtributionin JAD. Y&, creditors have aboth vitd role and an incentive to engage
in the restructuring process. The solution proposed will encourage creditor filings for
resructuring.

#5 Problem Assessment: The present law does not explicitly state the relationship between
refinancing or recapitalization and restructuring.

Proposed Solution: A new article is necessary that subordinates payment on new credit to the
payment of indebtednessthat exigts a the time of thefiling for restructuring, provided that this
prior indebtedness was from loans that advanced the debtor’s business. The article should
indicate that this indebtedness will not apply if the new indebtedness: (i) is consolidated with
the pre-existing debt; or (ii) is taken to secure debtor’s use or ownership of capital goodsin a
purchase money transaction; or (iii) isdeemed expresdy not subordinated to pre-existing debt
by means of two- thirds vote of the existing creditors and two-thirds vote of new creditors, such
votes to be registered irrespective of the classinto which such creditorsfal.

Rationde: Subordination of new to pre-existing debt accomplishes two policy purposes. Firdt,
it discourages the immediate refinancing of inefficient enterprises by subordinating this debt.
Second, even if new debt is extended early for the newly reorganized company, the company
must demonstrate good corporate performance by demondtrating the capacity to satisfy the pre-
existing debt. Complementing these two reasons, the restructuring plan confers on prior
creditors a satus that recognizes old debt as crucial to the maintenance of the debtor, a status
smilar to that accorded corporate bondholders under Article 116-17 of the Companies Law,
which similarly cannot be created absent extraordinary corporate action.

It should be noted that for the troubled company to obtain outside assistance and produce a
restructuring plan, it needs cash. Thisis expected to be an acute problem in pre-emerging
markets such as Jordan since the mgjority of companies that are expected to file for
restructuring are those that are close to being insolvent.

Early sages of aresructuring plan include financid diagnos's, building dternative financia
models to reach the mogt effective action plan, and asset recovery. The latter, dong with a
schedule of deferred payments, may generate some cash that can be used to pay for the
development of arestructuring plan that is the product of expert advice.

# 6 Problem Assessment: The present law provides no incentive toward restructuring as it does
not stipulate how debt may be converted into equity for creditors.

Proposed Solution: A new article should expressy provide that debt be retired as per
negotiations in restructuring and a three-quarters gpprova of al creditors, irrespective of class.

Retionadle: As adebt-to-equity conversion will increase the number of shareholders of the
13



debtor, it will have the same effect on value per share asadecreasein totd cepitd vaue.
Specificdly, the debt-to equity conversion is Smilar in effect to the decrease in indebtedness
described in Articles 114-15 of the Companies Law, which contemplates a decrease in capital
vaueto pay againg aloss. Inthiscase, Article 115 of the Companies Law requires a 75%
gpproval of the shareholders voting. The present law does not recognize the appreciable impact
to debt-to equity conversions on dilution of shareholder vaue. It should be added that the
shareholders deliberating are, under Article 115 of the Companies Law, grictly those with a
current interest in the firm in question.

Explicit recognition of debt-to-equity conversion in areform law isvitd. From the troubled
company’s perspective, a debt-to-equity conversion substantially reduces its debt service
obligation and frees up badly needed cash to engage in the restructuring process as described in
the relevant plan (although asset recovery leads to the sale of certain assets, other assets may
need to be procured to achieve operationd restructuring).

# 7 Problem Assessment: The present law does not ascribe to restructuring procedures a status
that reflects a preference for this remedy to JAD.

Proposed Solution: Two new articles  should be introduced to reflect the preference for
restructuring over JAD as a matter of procedure. Thefirgt article should provide that classes of
creditors and the debtor should aim to achieve agreement on a restructuring plan within 180
days of filing for restructuring. The plan should be approved by the debtor and magjorities of
each class as provided infra. Upon expiration of this period without an gpproved plan, the
same article should assign the drafting of a plan to the trustees, with the mandate that same
should observe, to the extent practicd, those terms of the draft plan on which debtor and
creditors are in agreement or in rough agreement. The article would stipulate thet the trustees
have a maximum of 60 days from the date of assgnment to arrive a a restructuring plan and
submit same to debtor and creditors for approval. The debtor and creditors would have 30
days from submission by the trustees to analyze and approve same. A second article would
dipulate that, in the event of afailure to secure debtor and creditor gpprova through the first
two methods, the debtor and the requisite mgjorities for creditor approva of the plan set forth
infra agree to petition the court for an extenson of 60 days to formulate a restructuring plan.
Such extenson will be granted by the court only if the court is satisfied: (1) that dl parties have
acted in good faith; (2) that sandby financing for the restructured entity has aready been
secured for the initid 24 months in which a plan would be effective; and (3) that the plan is
unlikely to work significant harm on any group of shareholdersin the restructured entity.

Retionadle: The proposed solution findsitslogic in Articles 290 - 315 of the present law
relative to concordat, which state an implicit preference for the avoidance of JAD. The same
preference needs to be created to procedures later in the restructuring process, at stages Ssmilar
to those surrounding the “smple agreement” in Articles 383-408 of the present law.

#8 Problem Assessment: Articles 290-315 on concordat and Articles 383-408 on the “smple
agreement” fall to stipulate how debtor business will be conducted during and as aresult of
successful restructuring discussions.
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Proposed Solution: New more specific articles are essentid in thisarea. One article should
provide thet there is a presumption of debtor management during the restructuring but thet a
majority of the trustees, representing the creditors, have resdud authority to contravene the
authority of the decisons and actions of the owners, directors, officers and employees of the
debtor firm. An additiond article should stipulate the right to gpprove distributions of dividends,
sdes, pledges and mortgages, loans and indebtedness, any transfer of debtor property having a
vaue in excess of some % of the debtor’s capital as well as any proposd to ater the rights of
debtor shareholders, partners or owners. The article should continue that such rights obligate
the debtor to provide reasonable notice to the trustees of plans to make such trandfers and sales
and that such trustee powers are not subject to negotiation or modification for the first 24
months that the restructuring agreement takes effect.

Findly, athird article should stipulate that: (1) upon application to court by a mgority of trustees
and (2) evidence of ether: (a) bad faith by the debtor; or (b) immediate and improbable harm to
creditors by the debtor’s conduct of business, amgjority of trustees may exercise the following
rights. the right of ingpection without notice, the right to compel an accounting, the right to
remove without cause officers and directors of the debtor and appoint replacements, the right to
Seize property or freeze assets without order of court.

Rationde The Companies Law falsto stipulate exactly who has authority over many of these
questions during the operation of afirm under ordinary circumstances. It is vitdly important to
ensure that existing and future creditors have the assurance that the trustees have maximum
flexibility to act in the interests of creditors of and investors in the debtor to preserve vduein the
debtor. Some thirty-five articles of the present law describe trustee powersin either avague
manner or with specificity that limits the authority of the trustee. At the same time, the proposed
solution makes it clear that the trustee authority is resdua and that the debtor in compliance
with prudent business practice need not fear interference. This assurance will give the debtor an
incentive to seek resolution of debt problems through restructuring.

#9 Problem Assessment: Article 302 as to the concordat and Article 386 asto the “smple
agreement” make accord on arestructuring plan too difficult by giving non-secured, genera
creditors too much influence in the gpprova process.

Proposed Solution: There should be arevison of Articles 302 and 386 of the present law to
require: (&) debtor gpprova; (b) approva by only two-thirds of the creditors within each class
of non-secured, generd creditors and three-quarters of the creditors within each class of priority
and secured creditors; and (c) agpprovd of court.

Retionadle: The proposed solution strikes abalance: the development and ratification of
restructuring agreements should be made easy while ensuring maximum protection of creditors
while the agreements are in effect. The three-quarters super mgority requirement as to secured
and priority creditors pardlds the super mgority requirements for extraordinary corporate
changes such as mergers under Article 230 of the Companies Law. This higher sandard is
judtified in view of the deference that should be accorded the expectations of secured parties
and the importance of restructuring. No less than mergers under Articles 222-39 of the
Companies Law, restructurings may entail such features as changes in corporate management or
the configuration of classes of shareholders. A amilar super mgority vote for secured and
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priority creditors should thus be required.

#10 Problem Assessment: Thereisat present no explicit connection between restructuring and
JAD processes and the liquidation procedures of the Companies Law.

Proposad Solution: A new article should clarify that a debtor may eect liquidation under the
Companies Law at any stage prior to debtor’ s acceptance of some restructuring plan as
provided herein. Theregfter the article would provide that liquidation may only be accomplished
by means of JAD.

Rationde The threet of debtor’s exercise of liquidation confers considerable leverage on the
debtor in restructuring negotiations. However, thereisalack of clarity in Article 477 of the
present law asto the gpplication of the present bankruptcy articles to merchant companies.
Liquidation under the Companies Law may not be available once a court has declared a
debtor bankrupt. The proposed solution is aimed at both achieving clarity and expressing a
preference for restructuring. The equivaent to a declaration in bankruptcy  in restructuring
processes is the failure to reach an accord after multiple attempts in discussions between the
debtor on one hand and the creditors on the other. The proposed solution, in foreclosing
liquidation by the debtor after the debtor has approved arestructuring plan, will help facilitate
restructuring and the surviva of efficient aspects of the debtor firm.

# 11 Problem Assessment: Liquidation proceduresin the Companies Law are subject to
consderable delay in practice and, if undertaken subsequent to a filing for restructuring, will
prejudice the rights of creditors under an accepted restructuring plan.

Proposed Solution: A new article should require that once there is an gpproved restructuring
agreement and the debtor then dectsto liquidate: (1) such decison is undertaken only with the
concurrence of two-thirds of the non-secured creditors and three-quarters of the secured and
priority creditors; (2) the mgority of trusees will desgnate one from among them who will
become aliquidator, subject to the standard of care for trustees set forth infra; and (3)
liquidation shal occur within three (3) months of creditor gpprova. Such liquidation shal be
deemed avoluntary liquidation by the debtor.

Rationde: In effect, liquidation is a decison to revoke a restructuring plan and must be achieved
with the bilatera concurrence of debtor and the creditors. The active involvement of trusteesin
the liquidation will ensure afair representation of creditor concerns and a prompt liquidation.

#12 Problem Assessment: The present law does not speak to the consequences of afailureto
observe the reorganization plan.

Proposed Solution: A new article shdl provide: (1) that debtor’ sfallure to observe the
agreement shdl be prima facie grounds for a creditor filing in bankruptcy, as authorized by
two-thirds vote of each class of creditors; (2) that creditor’ s failure to fulfill the terms of the
restructuring plan will: (a) restore the debtor’ s ability to unilaterdly liquidate, notwithstanding
the provisons herein; (b) disqualify any creditor in breach of the restructuring plan from
recovery under JAD or as per the restructuring plan..
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Rationde Restructuring discussons entail a consderable expenditure of creditor time and
invariably result in concessions by creditors. It isthus appropriate that the debtor cannot use
liquidation as a subterfuge to escape the terms of arestructuring plan in effect. Itisaso
appropriate that creditors be gtrictly held to the terms of the restructuring plan, observance of
which exacts a consderable burden on the debtor. The proposed solution protects the
legitimate reliance interests of creditor and debtor dike.

Proceduresin Judicially Approved Discharge (Basisfor TitlelV of a Reform Law)

# 1 Problem Assessment: The present law does not clarify precisaly the basic components of a
plan for JAD.

Proposed Solution: A new article should stipulate that a plan in JAD needs to provide for full
liquidation in exchange for full discharge of the debtor, accompanied by : (i) formd absolution
of theindividua debtor asa physicad person obligated otherwise to pay indebtedness; (i)

formal absolution and dissolution of the lega person otherwise obligated to pay indebtedness

Rationde The present law creates the ambiguity that a debtor may be fully liquidated yet remain
alega person. JAD isadesrable comprehensve and transparent process involving the
participation of many economic actors. For this reason, it isamore attractive festure of a
market liberal, economic reform effort. However, for reform JAD procedures toriva theless
comprehendve and trangparent liquidation process of the Companies Law, areform law must
not only accomplish liquidation but firm dissolution, as does the Companies Law.

# 2 Problem Assessment: The present law confers in avague fashion primary authority for the
contents of a JAD plan on the court, thus removing the formulation of the business and
economic issues from the parties most immediately concerned with same.

Proposed Solution: A new article shal provide that trustees, designated for each class of
creditors classfied and assembled in the same manner as trustees in restructuring proceedings
supra, shal draft the JAD plan and that the concurrence of amgority of trusteesis required to
submit the plan for creditor gpprova within: (i) sx months of the filing of JAD proceedings if
same are not preceded by restructuring efforts or (i) two months of filing of JAD proceedings if
same are preceded by restructuring efforts.

Rationde Trustees must be chosen for their business acumen and judgment. Y et anomaloudy,
Article 417 of the present law assigns trustees a responsbility for the conduct of the daily
business of debtor but fails to take advantage of the trustee’ s business expertise in the
formulation of aliquidation strategy. The solution proposed takes afuller view of the trustee as
aresource. Use of the trustees, as opposed to the courts or the creditors, will aso expedite the
formulation and execution of the JAD plan. The courts are burdened with other commercid
meatters and the creditors are often so numerous and possibly varied ininterest that their direct
participation becomes unwieldy.
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# 3 Problem Assessment: Article 322 of the present law on voiding transactions during a“
period of suspicion” does not provide incentive to file JAD proceedings.

Proposed Solution: A new revised article should shorten the time for the voiding of transactions
from the current 18 months of Article 322 of the present law to one year following filing.
Exceptions to voiding shal occur as to transfers pursuant to an approved restructuring plan,
ather patidly or entirdy effectuated. The article should continue by stipulating that nothing in
same should preclude creditor actions for asset recovery on atheory of fraudulent conveyances.

Rationde The voiding of transactionsis a powerful tool but needs to be baanced againgt the
preference in the reform law for resolution through restructuring. Hence, transfers pursuant to
approved restructuring plans are protected. Secondly, it should be recognized that the present
2 year period of “suspicion”  could have the effect of precluding the debtor from a voluntary
filing in bankruptcy. One year seems to be more commercialy reasonable (the equivaent
period in the United States is 120 days).

# 4 Problem Assessment: The present law does not affirmatively and clearly state that in return
for full discharge, a debtor cannot interpose objection once JAD proceedings begin.

Proposed Solution: A new article needs to state that debtor is barred from objection to the JAD
plan.

Rationde: The debtor entersinto JAD either after an attempt at restructuring or as aresult of
voluntary or involuntary filingsfor JAD. In dl such events, the debtor will have had adequate
opportunity to avoid JAD through resort to restructuring. This foreclosure of debtor objections
will greatly accelerate JAD proceedings.

#5 Problem Assessment: The present law on JAD proceedingsis unclear on the implications
an approved but not observed restructuring agreement should have on JAD proceedings.

Proposed Solution: A new article should clarify that in the event adebtor or any party not a
creditor does not observe the restructuring agreement as approved, the court, the debtor, the
creditors and their representatives are bound to observe the terms of same in JAD proceedings
on dl questions treated hereunder, to the extent permissible under law, including but not limited
to questions concerning: (i) priorities among creditors st forth in the restructuring agreement;
(i) the timing and manner of sdes and liquidations, (iii) terms of sde and liquidation to
purchasers named in the restructuring agreement; and (iv) the status of preferred shareholders.

Rationde: Restructuring may actualy be a preferable creditor dternative to JAD in cases where
partid liquidation enables the surviving entity to operate more profitably. In addition, to
encourage restructuring agreements, it isimportant for creditors to have the assurance that the
terms of some can survive a debtor default and be enforced in JAD proceedings.

# 6 Problem Assessment: The present law does not precisely provide the relation between
discharge and dissolution on one hand and liquidation on the other, thus leaving open the issue
of whether discharge and dissolution might be accomplished prior to actua physical dissolution
of assats.
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Proposed Solution: New articles to the law should spegk in the name of flexibility and modern
commercid redity. A new article should provide that upon application by the debtor, the court
may grant full discharge, and, in the case of alega person, dissolution, prior to actud
liquidation of the debtor’s property.

Rationde: Aswill be emphasized infra, the possibility of protracted delay presents an
impediment to the debtor as well asthe creditor. All means under the genera Jordanian legd
framework should be utilized to move promptly toward discharge and dissolution.  One of
these toolsisfound in Article 841, sub article 2 of the Civil Code which imposes upon trustees
afiduciary duty of care for the property. Modern commercia redlities o dictate that markets
may shift and the passage of some time may actualy increase thevadue of  various holdings.
Hence, the trustee may take control of and prepare the property for sale, subject to full
accountability to the court. Meantime, the court may elect to review the facts and grant full
discharge and dissolution so as to expedite the more prompt disposition of the JAD case.
Article 334 of the Civil Code provides a precedent for the idea that payment on indebtedness
may actualy be extended without consideration. The proposed solution extends this ideato
JAD proceedings.

Judicial Involvement in Business Restructuring and Judicially Approved Discharge
(Bagisfor TitleV of a Reform Law)

# 1 Problem Assessment: The present law increases chances of decisonsin restructuring and
JAD not taking economic factors into account through giving unilateral and discretionary
decision-making authority to non-economic actors such as judges.

Proposed Solution: A new article should establish as a matter of congtruction that the reform
law shall be congtrued not to confer implied or inherent powers upon the court, but to limit the
powers of court to those expresdy stated, notwithstanding other provisions of Jordanian law.
The new article should continue by stating that in the albsence of express delegation to the
contrary, the trustees shall assume authority for the operations of the debtor’ s estate.

Rationde: Such provisonsin the present law as Article 355, sub article 2, which gives the court
the unilateral discretion to close the operations of a debtor business, dong with the absence of
express and implicit involvement of creditors, encourage the view that business and economic
perspectives have little place in restructuring and JAD proceedings. The introduction of
authority for economic congtituencies such as debtors aned creditors will encourage filings for
restructuring and JAD by demondtrating that they have ared voice in key determinations.
Secondly, the participation of debtors and creditors more directly islikely to accelerate both
restructuring and JAD proceedings by “putting on the tabl€” in the most direct manner the
competing economic interests involved.

#2 Problem Assessment: The present law givesrise to excessve delays.
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Proposed Solution: A number of new articles are necessary to streamline the present
unwieldy process. They will necessarily modify the Code of Civil Procedure as well asthe
present law. An articleis required for each of the following:

(1) the requirement that restructuring and JAD cases conclude within three years of filing,
except asto: (@) cases beginning in JAD that were transformed into restructuring cases and
vice versa; and (b) cases originating as Smple debtor-creditor disputes that become
restructuring or JAD proceedings as per infra, in ether of which event the deadline for
resolution will be 42 months from the time of the origind filing (i.e,, from thefirg filing in
restructuring, JAD or smple-debtor creditor action). The article would go on to Stipulate
that a maximum one year extension will be granted (i) upon unanimous consent of the
debtor and creditors; and (ii) upon awritten statement of court setting forth precisaly the
€conomic grounds supporting the extenson. Findly the article would provide that
congstent with the position supra, discharge and dissolution can precede conclusion of a
JAD or restructuring case

(2) therequirement that forma court hearings in restructuring and JAD proceedings be
scheduled a the conclusion of the hearing just preceding and at intervas of no grester than
10 calendar days, with extensions to be agreed to by dl creditors and the debtor within one
caendar day of when they are proposed

(3) therequirement that restructuring and JAD proceedings be given top priority (i.e., priority
over contract disputes and smple debtor-creditor actions) among commercia cases

(4) the requirement that in the event that a congested court docket at the time of filing does
not make commencement of forma restructuring or JAD proceedings likely within 30 days
of filing, any party may move for trandfer of the proceedings to another venue able to
commence judicia adminidiration of the proceedings within 45 days of the origind filing,
with preference being given to aternate venues where the origina debtor-creditor
obligations were to be performed or where a substantial amount of business is conducted
by the party seeking change of venue, without regard to nexus to the restructuring or JAD
proceedings

(5) the requirement that suits origindly filed as debtor-creditor actions and collection suits may
be ingtantaneoudy transformed into restructuring or JAD proceedings, without the need for
a second filing or a second submission of proof of cdlam, provided thereisinitid compliance
with procedures for the initid suit and provided thet the partiesfiling are the same asthe
parties that may file for restructuring or JAD proceedings supra

Rationde: Restructuring and JAD proceedings cannot festure lengthy delays as they necessarily
dedl with debtorsin extremis and necessitate consdering the interests of dl creditors
smultaneoudy. Thereis some anaogue in the Code of Civil Procedure to expediting cases.
Articles 60-61 of this code, for example, refer to expediting casesin smple debtor-creditor
actions where debtor firms are not by definition in large financid trouble. A fortiori, expediting
procedures should apply to restructuring and JAD proceedings.

# 3 Problem Assessment: Neither the present law nor the current framework of laws and
practices governing the judiciary takes into account the sophistication (business and financia
expertise) required of the judiciary to effectively enforce areform law.
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Proposed Solution: A new article should expand the concept of the reassgnment of judges from
that currently existing in Article 23 of the Judiciary Independence Law in order to permit a
judge or a party to secure assignment of a judge having experience in the handling of
restructuring and JAD proceedings.

Rationde Restructuring and JAD proceedings require a through understanding of modern
commercid behavior and finance, no matter what the country. 1n the United States, there are
gpecid courts for handling JAD matters. Presently, the issue of court reorganization is being
considered in Jordan. The proposed solution is designed to ameliorate what is sureto be a
chdlenge to the Jordanian court system, until such time as commercid or even forma JAD
courts are formdly established. It isdesigned to prevent reform in the restructuring/JAD area
from being a captive to the larger issue of court reform.

#4 Problem Assessment: Articles 355 and 414 of the present law confer excessive authority
on the court to make business judgments, especidly those respecting prevaent market
conditionsin the case of sales and liquidations pursuant to restructuring plans.

Proposed Solution: A new article should stipulate that once the court approves the plan of
restructuring or JAD, it will be deemed to have consented to the particulars of al sdesand
liquidations pursuant thereto.

Rationde: Both the court and the trustees have a fiduciary duty to properly care for the
debtor’ sestate. However, only the trustee has the business expertise and the time to monitor
market conditions and achieve a good recovery. In addition to ensuring agood recovery and
greater satisfaction, this proposed solution can aso be considered aong with the other reforms
mentioned supra expediting the restructuring and JAD processes.

# 5 Problem Assessment: Such articlesas Articles 344 and 347 of the present law do not
take full advantage of the present system of a bankruptcy (JAD) and a representative judge to
expedite restructuring and JAD proceedings.

Proposed  Solution: A new article should require that either the JAD or the representative
judge may approve arestructuring or JAD plan and that the gpprovd of either of thetwois
sufficient to secure court gpproval, notwithstanding objection from one of these two judges.

Rationde Theintensve involvement of creditors, trustees and debtors to secure amutualy
beneficia plan should not easly be disturbed by the court. There is precedent for the
overlgpping responsbility of bankruptcy and representative judges in instances involving metters
such as the appointment of trustees and liquidation procedures, as provided in Articles 344 and
414 of the present law.

Miscellaneous (Basisfor Title VI of a Reform Law)
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# 1 Problem Assessment: The present law does not el aborate upon trustee powers.

Proposed Solution: In addition to the authority of trustees over some thirty-five articles of the
present law, anew article should give the trustee the legd status of a super lienor who has first
priority over al recorded and unrecorded security interests as of the time of the filing for
restructuring or JAD proceedings. A second article would state that the trustee will have
implied and inherent powers to act without court assent in areas in which, in the trustee's
judgment, it is necessary or desirable to act in furtherance of the trustee' s express powers.

Rationde: Asnoted supra, the participation of severa creditorsin restructuring or JAD
proceedings s critica to their success. This success can only be insured if bilateral discussons
between secured creditors and the debtor are curtailed, both via stay and the authority of the
trustee as super lienor. Similarly, the creditors need to be assured of effective representation by
the trustee. This assurance is given through a grant of broad discretionary powers that are not
dependent on court approval.

# 2 Problem Assessment: The present law does not speak to possible qudifications and conflict
of interest by atrustee.

Proposed Solution: A new article should darify that the trustee acts in the joint interest of
debtors and creditors with the dual gods of preservation of vaue in the debtor’ s estate and the
attainment of maximum capita efficiency in restructuring and JAD proceedings. A second
article would gtipulate that a trustee cannot be and cannot become a* controlling person” of the
debtor as defined supra.

Rationde: Clear sandards for trustees are necessary to ensure the integrity of the office and the
confidence of the business community.

# 3 Problem Assessment: The present law does not ded with percelved conflicts of interest in
restructuring and JAD proceedings.

Proposed Solution: A new article should stipulate that a controlling person as defined supra
might : (i) purchase property in the debtor’ s estate only upon court approvd; and (ii) participate
in restructuring and JAD proceedings, except as otherwise noted in the reform law.

Rationde Oftentimes, a*“controlling person” has the most intimate knowledge of the debtor’s
business and therefore is the best candidate to be a purchaser who might conduct the necessary
economic reform of acompany. Also the participation of “controlling persons’ in the
proceedings should be monitored to ensure an absence of sef-deding and the integrity of the
restructuring and JAD processes. The reform law should authorize court intervention in these
contexts.

# 4 Problem Assessment:  The present law does not speak to the issue of judicia standing in
JAD.



Proposed Solution: New articles should specifically state that only the debtors and creditors
may be partiesto restructuring or JAD proceedings, with the latter limited to those having a
present financia clam againg the debtor.

Rationde: Manageable restructuring and JAD proceedings are essentid. It isaso essentid that
gtanding emphasi ze the economic aspects of JAD and restructuring. Thisiswhy areform law
needs to amend or qudify Article 3 of the Code of Civil Procedure by confining the notion of
partiesin interest to present claimants againgt the debtor.

#5 Problem Assessment: The present law alows for possible conflict of interest in
representing the government’ s interests as creditor by providing for representation through one
officer, the civil didrict atorney.

Proposed Solution: A new article should clarify that those government bodies, such astaxing
authorities, that are creditors of the debtor shal represent themselves in restructuring and JAD
proceedings.

Rationde: Theideathat each government body qua creditor should represent its own
economic interest is consstent with the reform law’s desireto identify precise economic
interests and ensure their representation. The solution proposed  will ensure that the civil
digrict atorney isnot in a conflict of interest between emphasizing the overdl vita date interest
in efficiency on one hand and the representation of particular, conflicting government interests
gua creditor on the other.

# 6 Problem Assessment: The present law does not distinguish or prioritize substantive versus
procedurd rights.

Proposed Solution: A new article needs to clarify that in case of a conflict between substance
and procedure, subgtantive rights pursuant to the reform law assume precedence.

Rationae: While Articles 338-82 of the present law are dedicated to procedure, thereis no
definitive statement asto the interpretation of the law in cases of conflict between substantive
and procedurd provisions. For example, dl provisons of arestructuring agreement entail an
assartion of the subgtantive right of formulating such an agreement — yet some of such provisons
may conflict with the Code of Civil Procedure or court procedures. The rule of interpretation
resolves this conflict.

# 7 Problem Assessment: The present law is largely inaccessible to the business community, not

only because excessive procedure promotes delays, as noted supra, but because the amount of
procedure in the law makes it unintdligible to the lay person who needsto rely onit.
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Proposed Solution: A new article should define procedure as aformal mechanism necessary to
enforce economic claims made by one party over another, such asin JAD. The same article
should further stipulate that primary procedura questions such as those directly and immediatdly

exercised by debtor against creditor and vice versa and will be st forth in the reform law.
The same article should then indicate that secondary procedurd questions are those directly
exercised by other than the debtor against the creditor, or vice versa, and that same shdl be
treated ether in the Code of Civil Procedure or in rules of court adopted by the Ministry of
Judtice.

Rationde The accessble commercia law enables the end user, the business, to know itsrights
quickly and esslly. This meansthat a business can have aworking idea of posshilities from the
law even without the intervention of alawyer, to say little of ajudge. To accomplish thisgod,
the reform law not only needs to confine discussion of procedures to those most directly
involving the debtor and creditor, it also needs to isolate secondary procedurd principlesin
transparent but separate legal authority most typicaly used only by lawyers and judges, such as
the Code of Civil Procedure or rules of court.

Thisis especialy truein the JAD context. There, it isnot only that businesses do not want to
plough through highly technical and often arcane court procedures. It is that businesses cannot.
The debtor, often in desperate financid draits, cannot afford alawyer to explain such things.
The debtor thus cannot take the vitd first step in JAD, the act of filing, because the debtor
cannot sort out the consequences of using the law on JAD through a maze of court procedure
the debtor cannot understand. Nor isthe creditor likely to be happy with a JAD law heavily
oriented to procedure. Even for the creditor with resources and lawyers, alegal text oriented to
procedure suggests delay. And delay makes creditorsimpatient. And when creditors become
impatient, they avoid use of thelaw in favor of other means to obtain a settlement, including
private, one-on one dealings with the debtor. Thefailureto usethe law on JAD thereby
increases public cynicism asto the law’ s value. The whole dynamic leadsto aJAD and
restructuring regime thet is an eroded “ deed letter”, a Stuation not dissmilar to that exigting in
Jordan today .

# 8 Problem Assessment: The present law does not specify the relation between restructuring
and JAD proceedings on one hand  and criminal investigations and proceedings on the other.
Proposed Solution: A new article  should Stipulate that, the process of stay notwithstanding,

crimind investigations and proceedings should not interfere with restructuring and JAD
proceedings and vice ver sa.
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Rationde: Crimind investigations into debtor behavior or even crimind proceedings should not
affect the ability to proceed in the restructuring or JAD context. The former deals with pena
agpects and aims at the conduct of individuals and the latter is concerned with the
comprehensive economics of the debtor operation. Civil and crimina proceedings respecting
debtor behavior can be mutudly complementary. Taken aone, crimind proceedings can isolate
the debtor and muzzle creditors having a knowledge of debtor’ s business practices. In contrat,
trangparent and comprehensive restructuring and JAD proceedings, where each participant acts
pursuant to individua economic incentives, are possibly the only religble way to extract
information rdative to firm behavior. Thisis mos certainly the case in which the untoward
aspects of debtor behavior are punished under pend laws rather than in restructuring and JAD
proceedings.

PART Il

ACTION PLAN
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Centrd as bankruptcy and restructuring policy are to the administration of the entire regime of
commercia laws, conformity to international best practices cannot be achieved by the smple
introduction of one new reform law, however different and innovative rdaive to the law
preceding. The entire legd regime must dso be brought into conformity with the reform effort.

Accordingly, apreliminary review of the Jordanian landscape for commercid laws indicates that
the adoption of areform law identical, smilar or substantidly smilar to that outlined in Part |
means that changes to the enforcement regime for restructuring and JAD aswell asrelated laws
may haveto be made. Asoaf thistime, the "thumbnail sketch” of an Action Plan dong these lines
isasfollows, assuming official consderation and/or adoption of areform law the second half of
2001:

Phase 1. Indtitutional Impact (to beinitiated asearly as Fdl, 2001, three months prior to the
anticipated adoption of adraft reform law and to continue through 2005, with each ligting in
rough order of priority)

-formd judicid education on the contents and practical gpplication of areform law (Judiciary
Ingtitute)

-forma and informa education of the legd and business community on the operation of a
reform law (target audiences: likely community of potentia trustees, bank credit and loan
recovery departments, the accounting and management consulting professions)

-improvement of the information infrastructure within the judiciary (to ensure dissemination of
judicid opinions concerning restructuring, JAD and debtor-creditor relations generdly)

-coordination of the supervision staffs of the Central Bank and the Jordanian Securities
Commission to ensure that supervisory standards are consistent with the reform law

-designation and educetion of restructuring/JAD specidists in the following governmental bodies:
Minigtry of Finance, Minigtry of Justice, Minigtry of Industry and Trade and the Privatization
Department of the Prime Minigter’s office

Phase 2. Compulsory Amendment of Laws Related to Reform Law (to occur by the end of
caendar year 2002, listed in rough order of priority)

-Companies Law (especialy on corporate governance, extraordinary corporate changes and
liquidation)

-Law on Fraudulent Conveyances (revised and to be used in lieu of bankruptcy and
restructuring proceedings, to concern specific debtor misbehavior in acivil law context and
provide aremedy to a particular creditor for specific misconduct)

-Code on Civil Procedure (if not superceded or supplemented by the procedures of the
reform law or by accompanying court procedures)
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-Law on Execution (for expeditious procedures)
-Income Tax Law (to establish tax incentives to creditors to encourage restructuring)

-Pend Code (to ensure that exercises of pend authority do not impede restructuring or JAD
proceedings)

-Callection of Government Property Law (addressing government taxing authority as creditor)

Phase 3: Recommended Amendment to Related Laws (to commence in 2003 and continue
pending substantial completion of Phase 2)

-Civil Code (on the insolvency of individuds)

-Law for the Placement of Property as Security for Immoveable Property as a Security for
Debts

-Judiciary Independence Law

Lawsin Phases 2 and 3 may, upon further review, move from one category to the other.

APPENDIX A

LIST AND SUMMARY OF MEETINGS

Over the course of Mr. Kelly’'s consultancy, the law firm and subcontractor Internationa
Business Lega Associates (IBLA) dong with AMIR Consultant Mgd Shafiq arranged avariety
of meetings to provide loca context for the many aspects of restructuring and JAD palicy.

Mr. Kelly was always accompanied in various meetings by one or more of those listed below:
Dr. Sdah-Eddin M. Al-Bashir - Managing Partner, IBLA

Rana Bin Tarif - Legd Researcher, IBLA

Majd Shafiq - AMIR Capitd Markets Consultant

Khursheed Choksy - AMIR Capitd Markets Component L eader
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Elaborations as to the particulars of each meeting are set forth below.  Telephone coordinates
are given for those instances where those accompanying Mr. Kelly did not have subgtantia
prior relations with the interviewee. Unless otherwise indicated, discussions were in English.

Monday, May 15

Sdem Khaza leh, Controller of Companies, Ministry of Industry and Trade (tel.: 560 7191) —
the meeting was one hour and fifteen minutes and focused on the need to use restructuring to
minimize liquidation, the socid stigma of present bankruptcy and smplified JAD and
restructuring procedures. Mr. Shafiq and Ms. Bin Tarif accompanied Mr. Kelly. Mr.

Khaza leh discussed his pointsin Arabic.

Samir Abu Lughod, Partner, Arthur Andersen (tel.: 552 6111) — the meeting lasted 45 minutes
and focused on the current bilatera resolution of debtor-creditor disputes, restructuring as a
preferable dternative to bilatera resolution and the willingness of Arthur Andersen to assume
advisory and trustee responsibilitiesin restructuring and JAD proceedings. Mr. Shafig and Ms.
Bin Tarif accompanied Mr. Kdly.

Tuesday, May 16

Ali Hamadah and Abdd Dmor, Assstant General Manager for Credit Risk and Attorney for the
Housing Bank for Trade and Finance, respectively (tel.: 461 6090, 560 2142, respectively) —
the meeting lasted one hour and focused on credit standards and bank recovery procedures,
the recordation of security interests and the need for reform of bankruptcy procedures. Mr.
Hamadah served as principal spokesman and relayed his pointsin Arabic. Mr. Shafig and Ms.
Bin Tarif accompanied Mr. Kdly.

Abrahim Amosh, Private Commercid Attorney (tel.: 554 0456) — the meeting lasted one hour
and focused on the need for tax incentives to encourage creditors to reform restructuring and
JAD processes aswell asthe interviewee' s experience negotiating problem loans. Ms. Bin Tarif
accompanied Mr. Kdlly.

Wednesday, May 17

Dr. Tayseer Abdd Jaber, Commissioner Jordan Securities Commission — the meeting lasted 45
minutes and focused on the current ability of accounting standards to identify problem credits
and the capacity of current Commission disclosure requirements to identify corporate financia
problems. Mr. Shafig and Mr. Choksy accompanied Mr. Kdly.

Abrahim Harb, Director of the Judiciary Ingtitute (tel.: 551 2507) — the mesting lasted 45
minutes and focused on the integration of formal ingtruction on restructuring and JAD into the
Ingtitute' s curriculum for the education of newly gppointed judges. Ms. Bin Tarif accompanied
Mr. Kely.

Sunday, May 21
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Dr. Maher Al-Waked, Generd Manager, Industriad Development Bank (tdl.: 464 2216) —the
meeting lasted 45 minutes and focused on the inadequacy of current liquidation procedures and

the implications of areform law on restructuring and JAD for the Jordanian banking community.
Mr. Shafiq and Ms. Bin Tarif accompanied Mr. Kdly.

Dr. Ahmad H. Mustafa, Deputy Governor, Centra Bank of Jordan (tel.: 463 0301) —the
mesting lasted 45 minutes and focused on why the business community does not use the current
law and the implications of reform for Central Bank supervision. Mr. Shafiq and Ms. Bin Tarif
accompanied Mr. Kdly.

Judge D. Saeed Al- Higneh, Appdllate Judge — the meeting lasted one hour and fifteen minutes
and focused on subject matter jurisdiction and the current scope of the law on JAD, the
importance of specidized courts for restructuring and JAD matters and the lengthy court
processes attending the current law. The interviewee made his pointsin Arabic. Dr. Sdah Al-
Bashir and Ms. Bin Tarif accompanied Mr. Kelly.

Monday, May 22

Judge Sharief Rimawi, Private Commercid Attorney (and former judge) — the meeting |asted
one hour and fifteen minutes and focused on the opportunities for dday in restructuring and JAD
proceedings presently, especialy as regards delay of court hearings and execution against
property, both of which argue for expeditious proceduresin areform law. Theinterviewee
made his pointsin Arabic. Ms. Bin Tarif accompanied Mr. Kely.

Tuesday, May 23

Dr. Said Nabuls, Chairman, Association of Certified Financia Professionds— the meeting
lasted one hour and the focus of discussion was the possibility of reform of the current
Jordanian regime for restructuring and JAD, both from the stand point of support from the
financid community and as an aspect of overdl judicid reform. Mr. Choksy and Mr. Shafiq
accompanied Mr. Kdlly.
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APPENDIX B
LAWS REVIEWED

(listed in rough order of importance)

Articles on Reorganization and Bankruptcy in the Commercid Code
CompaniesLaw (aticlesincluding but not limited to liquidation)

Civil Code (articles on secured interests and debt rescheduling)

Code of Civil Procedure (articles on partiesin interest, standing in litigation)
Law on Execution

Investment Promotion Law

Andysis aso entailed areview of judicia decisons.
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